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Dear Mrs. Hills: L1098261

[Hu0’s System

This is an interim report on 0ur Leview of the
Department of Housing and Urban Development's (HUD's) ac-
codrtirg—syssem-for bDilling and collecting Federat—Housing
AGEimrstration ;thf nortgage insurance premiums Lron
mor tgagees/

The primary purpose of this rep»srt Ls to bring to your
attention the need to take prompt and aggressive action to
collect millions of dollars of delinquent mortgage premiums
due from mortgageecs.

MILLIONS OF DIOLLARS IN DELINQUENT INSJURANCE
PRZMLIUMS HOT COLLECTED

HUD's accounting records show that as ¢f February 1,
197¢, mortgagees were delinguent in paying mortgage insurance
preniums amounting to over $20 million.
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FHa administers mortgage insurance programs under which
lending institutions {(mortgagees) are insured against loss
in financing mortgages on housing. The homeowners (mort-
gagors) pay the insurance premiums monthly to the mortgagees.,
HUD's Office of Finance and Accountiig procedures provide
for annual billing of the mortgageec for premiums due on the
mortgage anniversary dates. The proc-dures also reguire that
mortgagees be notified of delinguent premiums if payment has
not been received within 20 days after the due date. HUD
officials said their policy is to send a letter to .ortgagees
after premiums are 60 days dalinquent stating *hat, i1f pay~
ment is not received within 15 days, the case will be re-~
ferred to HUD's General Counsel for necessary action.

HUD's accounting records show that ag of Februery 1,
1976, about 6,400 mortgagees were delinguent in paying about
285,000 mortgage insurance premiums amounting to over
$20 million. Of this amount, $8.7 million had been de'in-
gquent for 6 months or longer. Although HUD had not col-
lected the premiums from the mortgagees, the insurance
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remained in force because the homeowners had paid the
premiums to the mortgagjses.

When mortgagees fail tn pay BUD the premiums on a timely
basis, HUD is denied the use of these funds to meet program
needs and is recuired to obtain needed funds tnrough appro-
priations or borrowing. As a result, the Governsent incurs
unne~essaryv interest costs. Also, we believe mnrtgagees
unfeirly oalr substantial monetary benefite from the use of
the fundas oy retaining premiums paid by mortgagors past the
due dates.

During our review we found circumstances surrounding
$1.6 million in delinguent premiums due from one mortgageg—-—
the Cameron Brown Company, Raleigh, North CaroLiina--which
further emphasizes the need for prompt aggressive action.

Failvre of Caneron Brown Conwany
to pay pr eWMIUMS When duc

According to HUD records, as of February 1, 1976, the N
Cameron Brown Conpany owed about $1.6 12illion in premiums “ely
it tad collacted for 23,508 FRA-insure? properties. This
morigagea, to which BUD had sent —onthly bLLliUgS for cuxr-
rent premiuns due; had not renmitted any primium paymenis
since HMarch 1975. 2As a result of our analysis of these
outstanding premiums and with the assistance of HUD offi-
cials, premiums due were collected, as follows.

Premiums collected from April through

June 1975 $ 449,645
Premiums collected from July 1975
throuat January 1976 1,121,706
Additional premiums collected from
July 1%75 through January 1976 55,978
Total premiums collected $1,627,329

The events leading up to the collection of the premiums
due are discussed below.

On January 20, 1976, at our request, an emplovee of
HUD's Office of Finance and A~counting telephoned the
Camercn Brown Company to reguest payment of the delinquent

. premitms. The mortgagee promised that the delinquent pre-

miums would be paid by January 30, 1976. However, the
payments were not mads Additional telephone inguiries
made at our reguest resultac in similar pronises uF payment,
but nc payments were fortnconlﬁg.

f
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On FPebruzry 18, 1976, we requested the 0Office of Finance
and Accounting to notify the Cameron Brown Company that our
representatives would begin an audit at their firm on Feb-
ruary 24, 1976, to determinc the reasons for their failure
to pay $1.6 million in premiums overdue and to evaluate
their premium payment procedures. After we discussed this
del;nqugncy with the Office of Finance and Accounting,
it notified the Cameron Brown Compeny that, if payment
was not made in 15 days, the matter would be referred to

HUD's General Counsel fcr necessary action, [T

On February 20, 1976, immediately before our visit to the

mortgagee, Mr. W. Frank Ross, Vice President, Cameron Brown
Company, visited HUD's Office of Finance and Eccounting and
remitted checks totaling $1,121,706.73 for the July-1875
through January 1976 delinquent premiums. Hr. Ross stcied
the April, Mav, and June 1975 premiums totailing $449,64y had
been mailed to HUD about February 10, 1976. Aecording to
BUD officials, these payments were not received.

Suring our audit at the Cameron Brewn Company, the
checks for the April, May, and June premiums were reissued.
Alsc, as a result 0of a reconcilietion Fetween FUD's 51illings
and Cameron Brown Cormpany's records, tue compaLy prepared

‘additional checks toualing $55,978 for additional premiums

found to be due during the period July 1975 through January

1976.

When asked why the payments were not paid when due, the
Cameron Brown Company said the monthly insurance premium
checks had been prepared in the month the premiums were due,
but the checks were not mailed to HUD because of other ad-
ministrative matters that were given higher priority.

Cn March 26, 1976, we sent the Camzcon Brown Company a
summary of our findings and requested that they not.fy us
of the action takan to insure that future FHA mortgage
premivms are paid when due. Tiheir reply {see enclosure)
indicates the action taken,.

Established procedures to collect
delingu Gent premiums were not followed

Although the Cameron Brown Company ha? neot remitted
any mortgage insurance premium payments since March 1975,
EUD made littie effort tn collect these delinguent premiums.
Qffice of Finance and Accounting personnel interviewed could
net recall whether delinquent premium notices bad been sent
for each month's delinguent premiums as required by BUD
procedures; we could not identify any evidence to indicate
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the notices had keen sent., In response £ ous inguiries,
officials cf tne Cameron Browh Company stated they could
not recall receiving delinguent notices. In addition, HUD
did not issue a letter reguesting payment within 15 days
gntil after we discussed the delinguency with Office of
Finance and accounting officials.

We believe the delinguent premiums could have been
collected much earlier if BUD hod tcoken agrress.ve and timely
followup action according to their eztablished collection
procedures.

Mortgages with premiums due but not
billea to the Cameron Brown Compgany -

Our review of Cameron Brown Compgnj S computer-prepare
listing of FAA mortgage inst.ance premiums due in December
1875 showec that the Cameron Erown Company did not receive
and therefcre did not pay premium billings for 44 mortgages.
Our analysis of HUD records showed that premium billings Zfor
39 of the mortgages had heen erconeous.y sent to other wort-
gagees. The 39 mortgages had been previously held by other
mortgagees but were redirected to the Cameron Brown Company,
and HUD's records hed not been corrected to show the current
mortgagee, Of the 39 mortgages with premiums due from the
Cameron Brown Company in December 1975 25 also had premiwms
due for December 1974 and 2 had premiums due for December
1973. The total unpaid premiums for these mertgages was
$5,220.

An additional five mcrtgages with premiums due from the
Cameron Brown Company were insured in December 1973 but were
not entered on RBUD's computerized billing records because of
an erronecus interest rate. Thess premiums fotaling $740
were not billed to the Cameron Brown Company in 1574 or 1875.

After discussing our findings, Office of Finance and

Accounti ng officials stated HUD's records wouls be corrected
ané premium billings would be sent to the Cameron Brown Com-
pany. On March 18, 1976, premiuvm billings totaling $5,220
for 39 mortgages were sent to the Cameron Brown Company.
HUD also took action to correct its computer records for
the remaining five mcrtgages. The Cameron Brown Company,
in its letter of April 1, 1475, advised us that they had
remitted the amounts due for the 3% mortgages.

NEED FOR IMPROVEMENTS IN HUD'S SYSTEM
OF ACCOUNTING FOR 1INSURANCE ~REMIUMS

Our review to date indicates that there are maior
problems in HUDR's system of accounting for insurance
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premiume, especially in the accuracy of the master files
usad in the billing of mortgage insurance premiums,

During our visit to the Came:in Brown Company, we
noted that BUD had sent bills to the company amounting to
$70,716 for mortgages that had been foreclosed, paid in
full, or redirected (sold or transferred) co othber awuvri~
gagees. The premiums, therefore, were not owed or paid by
the Cameron Brown Company. If BUD's accounting system had
operated effectively, mortgages that were foreclosed or paid
in full would have been removed from the billing files and
mortgages that were redi:ec*2] would have been appropriately
transferred to the billing re~~r-3s 0of the nes mortgagees,

Qur review to date indicat=c that the prcblems at HUD
w. .n the Cameron Brown Co.pany rezords, billing, and-col-
lections are not (solated but apply to manv other mortgageas.
These problsms appear to .e caused by weaknesses in maintain-
ing the master files ari in cperating HUD's accounting sys-~
tem, such as (1) voor document contrcl resuluing fron the
failure of account’ng clerks te follow established proce-
dures, (2) fzilure te cubmit all source Jdocument data into
the corputerized systeaw and failure to reenter data initially
rejected by the system, (3) failure *o correct errors re-
ported by mortgagees, and (4) inadegueie control and coordi-
nation in processing transactions between the Office of
Finance and Accounting and che O0ffice of ADP Cperations.

On the basis of ou~r review of the system of accounting
for insurance premiums. we beli:ve that the problems and
their causes are similar to those we reported concerning
BUD's system of accounting £for taxes on acgquired residential
oroperties (FGMSD~76-24, Nov., 26, 1975). A= you Rnow, the
failure to establish and maintain an accurate property tax
master file at the central office wes the fundamental
cause of the many problems found in that system.

We are continuing to review the system ¢f accounting
for insurance premiums at the central office and a2t mortga-
gees to fully identify the action needed to achieve an ef-
feczive and effici:nt system. We have discussed our find-
ings to date with ofticials at the Office of Finance and
Accounting so that they may initiate prompt corrective
action.

CONCLUSIONS

We pelieve that much needs to be done to improve the
system ¢f accounting for mortgage insurance. premiums and
to insure that timely and effective collection action is
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becomne delinguent. Specifically,
adequate procedures and controls need to ke instituted so
that accurate bills are sent to proper mortgagees, delin-
guent notices are senl to mortgajees as required, and demand
letters are sent to mortgagees when they are 60 days delin-
quent.

taeken when premiumnms

We also believe that the substantial amount of out~
standing delinguent premiums-~520 nillioun as of February 1,
1976-~-and the circumstances surrounding the Cameron Brown
Company case alsc indicate a need for immerf.ate collection
action.

RECCHMMENDATIONS

-

heccerdingly, we recommend that you direct the Office of
Finance and 2Acgountiag to:

--Taka prompt and aggressive acticn to collect the mil-~
lions of dollars of delinquent mortgage insurance
premiums.

Brown
and
this

~~Review the circumstances involving the Cameron
Company®s failure to pey the premiums when due
determine whether any furthz2r action regarding
firm is warranted,

~~Initiate action %o improve the accounting system for
mortgage insurance premiums and related billing and
collection proceduras. :

In view of the incerest cost to the Government and the
financial benefits that accrue to woitgagees when premiums are
not paid when 4due, we also recommnend that you consider
whethar interest should be charged when payments are delin-
quent. -

As you know, secticn 276 of the Legislative Reorganiza-
tion Act of 1970 reguires tne head of a Federal agency to
submit a written statement on actions taken on our recommen- -
dations to the Eouse and Senate Committees on Government > 8iSeo
Operations not later than 60 days after the date of the re- .
port and to the House @nd Senate Committees on Appropria- L
tions with the agency's first request for epproeopriations
made mere than 60 days after the cate of the report.

We are seniGing copies of this report to the House and
Senate Committees on Government Operations, the House and
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Senate Committees on Appropr.a_ions, the House Committe on
Banking, Currency and Housing, and the Senate Committes on

Banking, Housing, and Urban Affairs. Copies arc alco beling
sent to the Director, Office of HManagement and Buiget.

We would be pleas=d to discucs the matters included in
this report with you or ycur representatives. We request,
however, that vou a$vise us of the actions taken to collect
the delinguent nremjums, review the Cameron Brown Company
case, and improve the accounting system for billing and
collecting mortgage insurance premiums.

Sincerely yours,

ol ~
W:f&f?“ r SR g
D. L. Scantlebury (g

Director

Enclozsure
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MOFTGAGE BANKERS
Aprii 1, 1975 '

Mr. D. .. Scantlebury
Dsrecmr .
United States General Accounting Office
Division of Finenzial and
Genera! Menagement Studies

Washington, D. C. 20543
Dear Mr. Scantlebury:

This is in answer ‘o your lefter of March 25 relative t= the findings of delay
in payment of rHA insurance premiums. We concur wiili the report as
writter; however, without cttempting fo justify our actions, we might point
out that the one person contacted af Cameron~Brown Company abou? this
matier was not an officer.

As of this dote we are pleused #o advise you that all funds dve hove been
forwarded to HUD and their records shouid now be correct. Please accept
my sincere cpoiog:es for ire delay. Of the 39 mortgages reported in your
lasi paragraph, we recewed on March 23 invoices representing those premiums
due. Disbursements for these invoices are being delivered to Mr. Marlovic
Tolbert under separate cover.

Up until this situgtion. occurred we had confidence that proper conirols for
disbursing these funds were quite adequate. In reviewing cur confrols ws
recognize a shourtcoming in that too much responsibility was placed on one
individual. As of this date we have taken the following measures to improve
our conrrols and assure ourselves that problems of this noture will net reoccur:

. Mr. David Turner has been relieved of this responsibility.

2.  In addition to the several employees already charged with this overall
responsibility, we have assigned o the Controller’s Division the
responsibility for following up on o monthly basis to make sure timely
disbursement of these funds is made.

4300 SIX FORKS ROAD, RALEIGH, NORTH CAROLINA 27609 PHONE (919} 782-3911
: A Cameon Financial Coizuweny e e
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Mr. D. L. Scantichbury
Page 2
April 1, 1976

3.  We have insialled in our poyment procassiig system a procedure
whersby exceptions will be listed on those aremiums which we
show due but not billed by FHA. This will be shown on the
reconciliation much like the foreclosures and paid-in~fulls and
will enable FHA to correct tneir records and subsequently bill
Cameron-Rrown Company for any paymenis due,

| feel +that the ctfrwementioned measures will assure the proper and timely
payment of premiums due.

It was certainly @ plecsure to have Mr. Bochman and Miss Pattersen with us
in February and | em sure their visit with us and other mortgage hankers will
benafit our industry.

Very truly yours,

(e 5)%.__

Claude E. Pope
President

CEP:pde -
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